Vision 2025
PREFACE

In pursuance of the announcement by the Prime Minister, a Group was set up for working
out a specific framework for developing India Hydrocarbon Vison2025. The Group
was chaired by Shri Yashwant Sinha - Finance Miniger and Chairman of the Group. Shri
Ram Nak - Miniger of Petroleum & Naturd Gas, Shri Jaswant Singh - Miniger of
Externd Affars and Shri K.C. Pant - Deputy Charman, Plaoning Commisson, were
Members. Shri N.K. Singh, Secretary to the Prime Minister was the Member-Secretary of
the group. This Group, in turn, congituted Sx separate Sub-Groups on different areas of
the Hydrocarbon sector, co-opting experts from petroleum indudtry, financid inditutions,
nationd ingtitutes, etc.

The Sub-Groups held detailed discussons on the areas covered by their respective terms
of reference and submitted their reports to the Group. The Convenors of the Sub-Groups
also made presentations to the Group in December 1999.

After ddiberaing on the recommendations, the Group hes arived a the following
report.

1. INTRODUCTION

The Hydrocarbon sector plays a vitd role in the economic growth of the country. It is
necessary to have a long-term policy for the Hydrocarbon sector, which would facilitate
meseting the future needs of the country. The Hydrocarbon Vison - 2025 lays down the
framework which would guide the policies reating to the Hydrocarbon sector for the next
25 years. Issues such as energy security, use of dternative fuds interchangesbility of
technology are vitd to ensure tha the mix of energy sources used in the economy is
optima and sustainable and that adequate quantities of economicaly priced cleen and
green fues are made avalable to the Indian consumers. The estimated energy supply mix
in India for a period up to 2025 is given in Annexure-1. Oil and Gas continue to play a
pre-eminent role in meeting the energy requirements of the country. 45% of the totd
energy needs would be met by the Ol and Gas sector, though some amount of
interchange between Oil and Gasis foreseen.

1.1  The current leves of per capita energy consumption in India are extremey
low as compared to the rest of the world. In terms of comparison with the
developed countries, the differentiddls are even more marked. The
comparative figures of per capita energy consumption for India and rest of
the world are in Annexure-ll. Growth of the economy would lead
automaticdly to growth in energy consumption, as there is a direct
corrdation between the GDP and energy consumption. The per capita



consumption of primary energy and Hydrocarbons (Annexure-111) reveds
that India is amongst the lowest in consumption of Hydrocarbon in terms
of kilograms of ol equivdent. Viewed from dl angles therefore, the
Hydrocarbon sector is the most crucid for determining the energy security
for the country.

1.2  The presence of the Public Sector Undertakings (PSUs) in exploration,
production and marketing of petroleum products has been pre-dominant in
the last four decades. The oil sector PSUs stand out in performance both in
terms of operationa efficiencies and profitability amongst dl the PSUs in
India. This pre-eminence of the PSUsin the oil sector is amatter of pride.

1.3 TheVison - 2025 for the Hydrocarbon Sector has been prepared taking
into account the above background. The action required to be taken in the
medium term (3 to 5 years), to redise the Vison, has dso been brought
out in this Report.

2. HYDROCARBON VISION - 2025

To asure energy security by achieving sdf-rdiance through increased
indigenous production and investment in equity oil aoroad.

To enhance qudity of life by progressvely improving product standards to
ensure a cleaner and greener India.

To develop the Hydrocarbon sector as a globaly competitive industry which
could be benchmarked agangt the best in the world through technology
upgradation and capacity building in dl facets of the indudtry.

To have a free market and promote hedthy competition among players and
improve the customer service.

To ensure oil security for the country keeping in view draegic and defence
consderations.

3. EXPLORATION AND PRODUCTION SECTOR
The gap between supply and availability of crude ail, petroleum products as well as gas
from indigenous sources is likely to increase over the years (Annexure-1V). The growing

demand and supply gap would require increasing emphass to be given to the exploration
and production sector. The objectives of the exploration policy would be as follows-

3.1 Objectives

a) To undertake a tota appraisa of Indian sedimentary basins for tapping the
Hydrocarbon potential and to optimise production of crude oil and natura



gas in the mogt efficient manner so as to have Reserve Replacement Retio
of more thanl.

b) To keep pace with technological advancement and application and be a
the technologica forefront in the globa exploraion and production
industry.

) To achieve zero impact, as nearly as possible, on environment.

3.2 To achieve the above objectives, the following actions are required to be taken.
3.3 Medium term

)] Continue exploration in producing basins.

i) Aggressivey  pursue extensve exploration in nornrproducing and frontier
basins for knowledge building and new discoveries, including deep-sea
offshore aress.

iii) Findise a programme for appraisal of the Indian sedimentary basns to the
extent of 25% by 2005, 50% by 2010, 75% by 2015 and 100% by 2025.
Sufficient resources to be made avalable for gprasng the
unexplored/partly explored acreages through Oil Industry Development
Boad (OIDB), cess and other innovative resource mobilisation
goproaches induding disnvestment and privatisation.

iv) Provide internationdly competitive fiscd terms kesping in view the
relaive prospectivity perception of Indian basing, in order to attract mgor
ol and gas companies and through expeditious evaduation of bids and
award of contracts on atime bound basis.

V) Optimise recovery from discovered/future fields.

Vi) Improve archiva practices for data managemen.

Vii) Continue technology acquigtion and absorption dong with development
of indigenous Research & Development (R&D).

viii)  Ensure adequecy of finances for R&D required for building knowledge
infrastructure.

iX) Make Exploraion and Production (E&P) operations compatible with the
environment and reduce discharges and emissons.

X) Support R&D efforts to reduce adverse impact on environment.

Acquire acreages abroad for exploration aswell as production.



3.4 Longterm
) 100% exploration coverage of the Indian sedimentary basins by 2025.
1)) Leapfrog to technologica practices to restore the origind base line.
iii) Put in place abandonment practices to restore the origina base line.

V) Conserve resources and adopt clean technologies.

4. EXTERNAL POLICY & OIL SECURITY

4.1 Objectives
Supplement domegtic availability of oil with a view to provide adequate,
dable, assured and codt-effective Hydrocarbon energy to the Indian
€conomy.

4.2 To achieve the above objective, the following actions are required to be taken.

4.3 Medium term

)] Put in place a comprehensve policy to include total deregulation of
overseas E&P busness and empowering them to compete with
internationa oil companies with provision of fiscd and tax benefits.

1)) Evolve a mechanism to leverage Indids "Buyer Powe™” to obtain qudity
E& P projects abroad.

1)) Have focused approach for E&P projects and build strong relations in
focus countries with high atractiveness like Russa, Irag, Iran and North
African countries.
5.NATURAL GAS
Naturd Gas is emeging as the preferred fud of the future in view of it beng an
environment friendly, economicdly aitractive fud and adso a desrable feedsiock.
Increased focus needs to be given to this potential sector.
5.1 Objectives

a) To encourage use of Naturd Gas, which is rdatively a clean fud.



b)

c)

To ensure adequate availability by a mix of domestic gas imports through
pipelines and import of LNG.

To tgp unconventiona sources of naturd gas like cod bed methane,
natura gas hydrates, underground coa gasification etc.

5.2 To achieve the above objectives, the following actions are required to be taken.

5.3 Mediumterm

)

Timey and continuous review of gas demand and supply options to
facilitate policy interventions.

i) Pursuing diplomatic and political initiagives for import of gas from
neighbouring and other countries with emphass on transnationd gas
pipelines.

iii) Expediting setting up of aregulatory framework.

Iv) Import LNG to supplement the domestic gas availability and encourage
domestic companiesto participate in the LNG chain.

V) Provide a levd playing fied for dl the gas players and ensure reasonable
trangportation tariffs.

vi) Rationdise customs duty on LNG and LNG projects.

vi)  Put in place an effective organi-sationd dructure, which would facilitate
progress in the National Gas Hydrates Programme.

viii)  Operationdise the Cod Bed Methane Policy with a time bound
programme.

iX) Formulate Nationd Policy on Underground Cod Gassfication in a time
bound manner.

X) Increase R& D efforts on conversion of gasto liquids.

5.4 Longterm

i) Review of LNG option in the light of economic, politicd and energy
Security consderations.

i) Exploit the gas hydrates reserves.

iii) Produce gas from Cod Bed Methane and through Underground Coa

Gadfication.



V)

Commercialise the production and use of dternate fuds like Di-Methyl
Ether and use of Fud Cdllsthrough increased R&D efforts.

6. REFINING & MARKETING

This is another important sector and its development is crucid for having sdlf-sufficiency
in petroleum products and in moving towards a consumer- oriented competitive market.

6.1 Objectives

a)

To mantan around 90% sdf-sufficiency of middle didtillates in the sector
with an appropriate mix of nationd oil companies, foreign players and
private Indian players.

b) To develop aglobaly competitive industry.

C) To have afree market and hedlthy competition amongst players.

d) To develop appropriate infrastructure such as ports, pipelines etc. for an
efficient Hydrocarbon indudtry.

€) To improve customer services through better retailing practices.

f) To make available unadulterated qudity products at reasonable prices.

s)! To achieve free pricing for products while continuing subsidized prices for
some products in certain remote areas, which are to be identified and
reviewed from timeto time.

6.2 To achieve the above objectives, the following action is required to be
taken.

6.3 Medium term

)] Grant operationd flexibility to refineries in crude sourcing and in respect
of risk management through hedging.

1)) Set out a time table for achieving product quaity norms to conform to
cleaner environmental standards and to globa standards by 2010.

iii) Formulate a clear, stable long-term fiscd policy to fadlitae invetment in

refining, pipdine and marketing infrastructure.



Grant full operationd freedom to exiging PSUs to establish and maintain
marketing networks and adlow entry of new players into the marketing
sector through a transparent and clear entry criteria and provide a leve
playing field for new entrants.

)] Make marketing rights for trangportation fuels conditiond to a company
investing or proposing to invest Rs. 2000 crore (US$ 0.48 hillion) in E&P,
refining, pipdines or terminds. Such invesment should be towards
additiondity of assats and in the form of equity, equity-like instruments or
debt with recourse to the company.

Vi) Set up mechaniams to endble new entrants to establish own digtribution
network for marketing without encroaching upon the retall networks of
exiging marketing companies.

vii) Set up a common regulatory mechanism for downsream sector and
natura ges.

viii) To take up with the dates for a uniform date taxation on petroleum
products.

IX) Provide for levdl tax rates for domedtic products vis-avis imported
products.

X) Increase the calling of Foreign Direct Investment (FDI) in refining sector
from the present level of 49% t0100%.

Xi) Provide alevd playing fidld among al market participants.

6.4 Long term

) Devdop an optima trangportation mix keeping in view the exiding ral
and port infrastructure.

1)) Develop a policy for the encouragement of transportation of crude through
Indian flag vessdls.

i) Develop a palicy for the trangportation of LNG, preferably through Indian
flag vessds.

iv) Provide for massve capecity expanson of the refining and marketing

infrastructure to be taken up. The totd investment in refining sector up to
2025 is edimated a Rs. 2,50,000 crore (US$ 59.52 hillion), while the
same for the marketing infrastructure is estimated a Rs. 1,35,000 crore
(US$ 32.14 hillion).



7. TARIFF AND PRICING

A raiond tariff and pricing policy is vitd to ensure hedthy growth of the Hydrocarbon
sector and to protect the consumers as well.

7.1 Objectives

a) To provide incentives for cleaner, greener and qudity fuds to promote
environment friendly Hydrocarbon sector.

b) To badance the need to boost Government revenue with the need to dign
duties with Aga-Pecific countries and moving the prices to internationd

levels

C) To promote new investments by ensuring adequate protection to domestic
producers.

d) To remove subsidies and cross-subsdies to promote efficient and optima

utilisation of scarce resources and also to eiminate adulteration.
7.2 To achieve the above objectives, the following actions are required to be taken.
7.3 Medium Term
i) Phase out exigting subsidies as early as possible.

1)) Set up a Group of Experts to determine appropriate levels of tariffs and
duties for introduction in a phased manner as early as possible.

iii) Trander freight subsdy on supplies to far flung areas and subsidies on
products to fisca budget. Necessty for concesson is to maintain the
supply line to hilly and remote aress, after decontrol of marketing.

iv) Increase linkage of consumer price of naturd gas from the current leve of
75% fud ail (FO) import parity to nearly 100%.

8. RESTRUCTURING AND DISINVESTMENT
8.1 Objective
The core objective of indudrid redtructuring is to maintain long-term profitability and

drengthen competitive edge of the concerned companies in the context of changes in
market forces and aso to ensure that the consumers benefit by the restructuring.



8.2 To achieve the above objectives, the following actions are required to be taken.

8.3 Medium term

The following sequence needs to be followed.

)

Announce policy with regards to specific public sector enterprises in
dignment with the overdl disnvesment policy of the Government of
India

Complete the internd restructuring of ol PSUs meking full use of
information technology.

Implement proposds of mergers and dliances of ol PSUs with the
objectives of enhancing shareholder vaue.

Disgnvesment in a phased manner in oil PSUs down to gppropriate leve
to redlise best shareholder value.

9. CONCLUSION

The Hydrocarbon Vison articulated in this report has to be converted into prioritised
action agenda for implementation in the medium and long term.

In brief, the main thrust of the activities would be:

a)

b)

f)

Focus on ol security through intendfication of exploration efforts and
achievement of 100% coverage of unexplored basins in a time bound
manner to enhance domestic availability of oil and geas.

Secure acreages in identified countries having high dtractiveness for
ensuring sugtainable long-term supplies.

Pursue projects to meet the deficit in demand and supply of natural gas,
and facilitate availability of LNG.

Mantan adequate levels of <df- auffidency in refining (90% of the
consumption of middle didtillates).

Egablish adequate drategic storage of crude and petroleum products in
different locations.

Cregte additiond infrastructure for digribution and marketing of oil and
gas.



9)

h)

)

K)

Open up the Hydrocarbon market so that there is free and fair competition
between public sector enterprises, private companies and other
internationa players.

Creste a policy framework for cleaner and greener fuels.

Have a rationd taiff and pricng policy, which would ensure the
consumer getting the petroleum products at the most reasonable prices and
requisite qudity, iminating adulteration.

Announce a long-term fiscd policy to atract required invetments in the
Hydrocarbon sector.

Redructure the oil sector PSUs with the objective of enhancing
shareholder vaue and disnvest in a phased manner in dl the oil sector
PSUs.

To devdop regulaiory and legidative framework for providing oil/ges
security for the country.



THE GASSECTOR IN INDIA

Demand - Natural Gas
(In million standard cubic meters per day)

Year
1997-98 110
2001-02 151
2006-07 231
2010-11 313
2024-25 391

Source: Report of the Sub-Group on development and utilisation of natural gas
(199). As against this requirement, the present domestic gas supply is 65 MM SCMD.
The gap will have to be met from imports, increase in domestic production and by
switching to liquid fuels.

Share of Future Energy Supply in India (%)

Gas share: Oil Share: Coal Share:
1997-98 7% 35% 55%
2001-02 15% 32% 50%
2006-07 15% 32% 50%
2010-11 14% 30% 53%

2024-25 20% 25% 50%




LONG TERM MEASURESTO INCREASE PRODUCTION OF
HYDROCARBONS

Various other measures to enhance exploration efforts and increase the production of
Hydrocarbons are being implemented.

)] Extending exploraion efforts in the frontier areas and deep water in the
Eastern and Western Coasts of India.

1)) Improvement in recovery factor from the mgor oil producing fields of the
country.

iii) Exploration of dternative Hydrocarbon resources like Cod Bed Methane
(CBM) and Gas Hydrates.

iv) Sudaning production from the ageing fidds and improvement in the
recovery factor.

NATURAL GAS

India currently produces about 2.75 bcf/d of gas from its onland and offshore aress.
About 1.62 bcf/d of totd gas production is obtained from the Western offshore fidds,
mainly Bombay High and South Bagin.

Gas production in India till recently, was the preserve of Nationd Oil Companies.
However, with the opening up of the Oil & Gas sector, gpat from the Nationa Oil
Companies (Oil & Natura Gas Corporation Ltd. and Oil India Ltd.), there are private
sector companies - joint ventures with ONGC - who are dso engaged in exploration &
production under Production Sharing Contracts sgned with the Government of India

As a part of policy, the bulk of the Naturd Gas is processed by Oil and Gas companies
(ONGC, OIL, GAIL), for production of LPG, Petrochemicals feedstock and liquids.

The current gas alocation is more than 115 MMSCMD whereas the supply is about 65
MSCMD.

India is one of the largest emerging gas markets in the Ada Pacific, mainly because of
large capacities required in power and fertilizer consumes about 41% of the totad ges
supply whereas the power sector consumes about 39%.



Currently, more than 4000 kms. of gas pipdine infragtructure is in place in India and
marketing of nearly all the gas is being done by the naiond gas company, Gas Authority
of India Limited (GAIL).

DEMAND - SUPPLY DEFICIT TO BE BRIDGED BY DOMESTIC AND
FOREIGN PRIVATE INVESTMENTS

The gas demand is expected to reach a level of 5.8 bcf/d by 2006-07 and the Government
of India has taken various steps to manage the emerging demand-supply gap. Bilaterd
Government-to-Government  initiatives are under way to develop gas import pipdine
projects from countriesin West Asaas wdl as South/South East Asa

The import of Naturd GasLNG will cdl for large investments in handling terminas and
gas transmission networks.

While GAIL is expected to play a leading part in setting up these facilities, participation
by private parties is being encouraged. The developers of amdl and medium szed fidds
and fidds awarded under the Nationd Exploration and Licensng Policy (NELP) will
have the right to market gas at market determined prices.

While the price of gas from private fidds is not regulated, the gas produced by the
Government Companies is indexed to the internationd price of a basket of low and high
ulphur fud oils

Liquefied Natural Gas (LNG)

Meanwhile, emphasis is being given to the development of LNG import projects. The
Government of India has put LNG/Gas imports under ‘Open General Licence and
companies are free to deveop such projects and market gas directly. The Foreign
Investment Promotion Board (FIPB) has given approva to severd proposas of LNG
terminds. To give a thrust and support to the development of LNG trade in India, the
Government of India has dso st up a Joint Venture Company - Petronet LNG Limited
(promoted by Nationd Oil & Gas Companies), to execute LNG projects a Dahg in the
State of Gujarat in the West, and Kochi in the sate of Keralain the South.

Exploration and Exploitation of Coalbed M ethane (CBM)

To harness a new source of energy in the country, the Government of India gpproved the
CBM policy in July 1997 for exploration and exploitation of CBM gas. (note - The first
round of CBM exploration licensing took place in 2001, and 6 blocks were awarded to
ONGC, and the private sector firms Essar and Reliance.)



Exploration and Exploitation of Gas Hydrates

Gas Hydrates are essentidly crysas containing methane found in deep water areas. And
these can be exploited for our energy needs. The Government of India has st up a
Searing Committee & Technicd Committee for assessing this potentidly large energy
resource and carying out R&D for developing technologies for exploration and
development of these Gas Hydrates located in both the East and West Coast of India



